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Introduction

the use of the Internet for business transactions — is on the incre a s e

wo r l d w i d e.  A recent survey issued by the U.S. Department of

C o m m e rc e, “ The Emerging Digital Economy,” reports that while

businesses have been using the Internet for dealing with other 

businesses for only about two years, the practice has already led to

significant productivity improvements, and informational technologies

“can be expected to drive...economic growth for years to come. ”

T h e  P r o m i s e  o f  

E l e c t r o n i c  

C o m m e r c e

E l e c t r o n i c  c o m m e r c e —
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By the year 2002, the report predicts, the Internet will be

used for more than  $300 billion [thousand million] worth of

c o m m e rce between businesses. In addition, the Internet offers

a convenient way to buy, sell, and deliver to the consumer goods

and services that can take an electronic form — softwa re, new s p a p e r s ,

music re c o rdings, airline tickets, securities.  Of course, consumers can

also use the Internet to order such tangible goods as computers, cars, and books.

In July, 1997, in an effort to further this natural growth and develop some basic

international understandings on the subject, the Clinton administration announced

what it calls a fra m ework, or set of principles, for global electronic commerc e.  

“If we establish an environment in which electronic commerce can grow and flourish,”

P resident Clinton said at the time, “then every computer will be a window open to

every business, large and small, eve r y w h e re in the world.”   But, the president a d d e d ,

“ We know electronic commerce also carries a significant number of risks that could

block the ex t ra o rdinary growth and pro g ress from taking place.  There are almost no

international understandings or agreements about electronic commerc e. ”

“Because the Internet has such ex p l o s i ve potential for pro s p e r i t y,” Clinton ex p l a i n e d ,

“it should be a global fre e - t rade zone.... We want to encourage the private sector to re g u l a t e

itself as much as possible.  We want to encourage all nations to re f rain from imposing

discriminatory taxes, tariffs, unnecessary regulations, [and] cumbersome b u re a u c ra c i e s

on electronic commerc e.  Where government invo l vement is necessary, its aim should

be to support a pre d i c t a b l e, consistent, legal environment for trade and commerce to

flourish on fair and understandable terms.”
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I r a  M a g a z i n e r , a senior adviser to President Clinton 

for policy deve l o p m e n t , is the architect of “A Fra m ework for Global

E l e c t ronic Commerc e,” the U.S. government’s plan for f u r t h e r i n g

business on the Internet. In recent months, Magaziner has conducted 

a series of digital video conferences with international journalists

to elaborate on the administration’s thinking. These questions and

a n s wers are an edited version of what was said in video confere n c e s

with journalists and Internet developers in Brussels, Stockholm, 

and Canberra .
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We ’ re finding a ve r y, 
very rapid growth now of
c o m m e rce on the Internet,
particularly in the area of
businesses working with
other businesses.  Many
businesses are beginning 
to put their purc h a s i n g ,
supply chain management,
i n ventory control, customer
relations, and logistics, on
the Internet.  And we think
t h e re will be over $300 billion
[thousand million] of
b u s i n e s s - t o - b u s i n e s s
c o m m e rce of this sort on the
Internet within four ye a r s .

The companies that have
begun working like this —
companies like Genera l
E l e c t r i c, Boeing, Cisco,
Fe d e ral Express, and Wa l -
Mart — are ex p e r i e n c i n g
very dramatic pro d u c t i v i t y
i m p rovements as a re s u l t .
Cisco, the high-tech company
that makes Internet ro u t e r s ,
began to sell on the Internet
only 18 months ago, and
a l ready a third of its sales,
t wo billion [thousand million]
dollars, are on the Internet.

Q : What about
consumer services?

A : We ’ re also finding
that companies that serve
consumers through the
Internet are beginning 
to grow very ra p i d l y.  
A new company called
“Amazon.com” just began
selling books on the
Internet two years ago.  
In their first ye a r, they 
sold $16 million of books.
This past year they sold
$150 million worth of
books, and now their major
competitors, tra d i t i o n a l

B e fo re joining the White
H o u s e, Magaziner advised
c o r p o rations and state
g overnment on strategy and
policy analysis, founding two
international consulting
firms, SJS Inc. and Te l e s i s .
He graduated from Brow n
U n i versity in 1969 and
attended Balliol College in
O x fo rd, England, as a
Rhodes Scholar.

Q : Is electro n i c
c o m m e rce increasing in
the United States?  Is it 
an important part of the
t e l e c o m m u n i c a t i o n s
revo l u t i o n ?

A : We ’ re finding in 
the United States that
information technology
industries and electro n i c
c o m m e rce are grow i n g
even much faster than we
had anticipated.  We believe
n ow that the information
technology industry itself
— the building out of the
Internet — is accounting
for over one-third of the
real growth of the U.S.
e c o n o my in the past few
years.  We believe that the
b e t t e r - t h a n - ex p e c t e d
performance of the U.S.
e c o n o my this past year is
in part due to the growth of
the information technology
industry and its positive
effects on pro d u c t i v i t y.

chains of bookstores, are
going on-line.

We think that about 
20 percent of all books sold
in the United States nex t
year may be sold on the
Internet — up from nothing
t h ree years ago.  We ’ re
seeing similar Internet sales
g rowth in products as va r i e d
as retail banking services,
airline tickets, flowers, eve n
automobiles.  So, this is an
a rea of very rapid grow t h .

Q : Is electro n i c
c o m m e rce developing at 
a different pace in the
United States and Euro p e ?

A : In general, we think
that the Internet and
e l e c t ronic commerce are
still developing faster in
the United States than in
E u ro p e.  I should say that
Internet use is spre a d i n g
rapidly in Europe now, but
e l e c t ronic commerc e, we
think, is for now grow i n g
faster in America.  There
a re also major differe n c e s
within Euro p e.  From the
statistics that we ’ ve seen,
and from what I’ve learned
on recent trips, a number
of the Scandinav i a n
countries, for exa m p l e, are
adopting the Internet and
e l e c t ronic commerce at
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about the same pace as the
United States — quite
ra p i d l y.  Some of them
even have a higher per
capita usage of the Internet
than we do in the United
States.  I think if Euro p e
focuses on developing the
right climate for electro n i c
c o m m e rc e, it will catch up
very quickly.

Q : So far, the Internet
has not been heav i l y
regulated.  Do gove r n m e n t s
need to get more invo l ve d
at this point?

A : The U.S. gove r n m e n t
b e l i eves that it’s best for
our economy and best for
the development of this
n ew digital age to try to 
set a predictable legal
e n v i ronment globally for
the conduct of commerc e.
That means trying to agre e
on common fra m ewo r k s
for things like document
authentication, digital
s i g n a t u res, the formation
of contracts, and the
p rotection of intellectual
p ro p e r t y.

But, in general, we think
that governments should
s t ay away from re g u l a t i n g ,
over-taxing, or censoring
the Internet because we fear
that if governments become
too invo l ved — if they
c reate this as a re g u l a t e d
industry in some way —
that will strangle the grow t h
potential that we see.

We advocate a marke t -
oriented approach to the
d evelopment of the digital
e c o n o my.  We feel this
a p p roach should not be
similar to the way we in 
the United States have
historically regulated the
telecommunication or
b roadcast industries.  We
b e l i eve Internet commerc e
should be an enviro n m e n t
w h e re buyers and sellers
can come together free of
g overnment interfere n c e,
and it should be a contra c t -
based system.  In principle
these developments should
be led by the private sector,
and privately established
codes of conduct should
g overn, not gove r n m e n t
re g u l a t i o n s .

Q : Isn’t there a need 
to enforce both customs
tariffs and sales taxes or
value-added taxes in the
a rena of global electro n i c
c o m m e rc e ?

A : On these specific
questions, we believe the
f o l l owing.  Number one,
we think that electro n i c
t ransmissions on the
Internet should continue
to be free of any customs
duties.  We have spent more
than 50 years bringing
d own customs duties in
the physical world, and we
should not introduce them
to this new electro n i c
wo r l d .

Second, we oppose any
discriminatory taxa t i o n
against the Internet, such as
“bit” taxes, Internet access
t a xes, and Internet telephony
t a xes, because we think that
t h ey will only stifle the
g rowth of this new medium.

Let me emphasize that we
feel that our economies, as
well as our revenues, will be
best served by allowing this
n ew area to grow fast ra t h e r
than stifling its growth by
over-taxing it.

We think that necessary
forms of existing taxa t i o n ,
for exa m p l e, commerc i a l
sales taxes such as we have
in the United States, should
be applied to Internet
c o m m e rc e, but the key is
that they be applied in a
way that is neutral, simple,
and uniform.  That is, 
if I go into a store to buy
something and I have a 
10 percent tax when I buy it
w h e re I live, then I should
h ave a 10 percent tax when
I buy the same item on the
Internet.  It should be tax-
n e u t ral, whether bought on
the Net or in a store.

The difference will be
that the method of collection,
because of the nature of the
Internet, may have to be
d i f f e rent.  What will be most
crucial is that Internet sales
t a xes be uniform because

with the Internet you will
h ave one seamless
m a r ke t p l a c e.  And if eve r y
taxing jurisdiction we re to
h ave a different definition
of how to impose taxa t i o n ,
it would be impossible to do
business on the Internet. 

Within the United States,
we are promoting a bill now
b e f o re Congress that will
c reate a moratorium on new
t a xation until we can deve l o p
a uniform approach at the
state and local gove r n m e n t
l evel.  We are also pro m o t i n g
discussions within the
OECD [Organization of
Economic Cooperation 
and Development] at an
international level to try to
d evelop a uniform appro a c h .

Q : Some gove r n m e n t s
a re concerned that if their
citizens buy goods and
services through the
Internet, the gove r n m e n t s
will not be able to collect
the taxes that are due at
the time of sales.  Do yo u
s h a re that fear?

A : The fear you mention
is legitimate, but I think
that there is a solution.
We are working on this
p roblem at the state and
local government level in
the United States.

We don’t think that eve r y
jurisdiction has to have the
same tax ra t e.  There can be
d i f f e rent tax rates, although
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we think that the technical
s t a n d a rds for the agre e d -
upon tax system need to be
c o o rdinated.  Let me give
you an exa m p l e.  

The difficulty with the
Internet from the view p o i n t
of collecting taxes is that it’s
very hard to identify where
the seller is based because a
c o m p a ny selling on the
Internet could have its file
s e r vers any place in the
world.  So, it’s difficult to
e n f o rce the collection of the
tax by the seller.  If I have a
c o m p a ny based on some
island in the Caribbean, and
I have my computers located

in a number of places and 
I send music across the
Internet to a purchaser in
Belgium, how do yo u
determine where I have
n exus and how do yo u
collect the taxe s ?

One solution that we are
working on is to seek an
international agre e m e n t
that would base the collection
of the tax on the re s i d e n cy
of the buye r, with some
international agre e m e n t s
about definitions of re s i d e n cy.

Let’s say there is a 
10 percent tax in Belgium.  
If I am a Belgian and buy
something for 10 francs on
the Internet  — and use a
“smart card” — the chip in
my smart card could
automatically debit the card
11 francs.  Ten francs go to
the seller; one franc goes to
the tax authority’s escrow
a g e n t .

In this case the situation
of the seller would be much
easier because the seller now
doesn’t have the liability o f
collecting the tax, doing all
the paperwork, and
f o r wa rding the tax to
w h a t ever government it 
is owed.  For the buye r, it’s
a u t o m a t i c.  When I make
my payment electro n i c a l l y,
automatically the tax is
t a ken out.  I don’t wo r r y
about it.

For the tax authority,
t h e re are three benefits to

this system versus the
c u r rent system.  The first
benefit is that there is a
higher compliance ra t e.   
In the U.S. sales tax system,
we get only about 60 or 70
p e rcent compliance.  Even if
I — the purchaser — am
making the pay m e n t
e l e c t ro n i c a l l y, of course it
won’t be perfect.  There will
be people trying to cheat,
but likely there will be a
higher compliance ra t e
because the money is take n
e l e c t ronically at the same
time as the electro n i c
p u rchase is made rather than
collected and forwa rd e d
l a t e r.

Second, the tax authorities
get their money faster.  In
m a ny sales and VAT [va l u e -
added tax] jurisdictions, it
t a kes about three to four
months to collect taxes for
the government because
t h ey are first collected by the
s t o re or sales org a n i z a t i o n ,
then the paperwork is done,
then it’s withheld and
f o r wa rd e d .

In the theoretical case 
I outlined, you pro b a b l y
would have an escrow agent
that might hold the money
for a week or two to make
s u re that a sold product does
not get returned, but then
the funds can be forwa rd e d
to the tax authority within
weeks instead of months.
And with the money the
g overnment saves by more
efficient collection, it can
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h i re the escrow agent to do
the collecting.  The escrow
agent might be a bank or a
c redit card company or a
s o f t wa re org a n i z a t i o n .

And then, finally, it’s
actually easier to police tax
avoidance because if there ’ s
a governmental jurisdiction
s o m ew h e re in the wo r l d
that is giving false re s i d e n cy
c a rds, or some similar
s c h e m e, you can exclude the
domain names of that place
f rom the collection system.

This is a very simple
description of something
that is very complex.  And
t h e re are many technical
issues that have to be
a d d ressed to make a system
l i ke this work.  I am mere l y
suggesting that there are
possible solutions.

One final wo rd: eve n
under such a system, a buye r
could still make a purc h a s e
over the Internet and re t a i n
a n o nymity if he or she so
p re f e r red.  The way a buye r
could do that would be to go
to a bank and get a digital
s t o rage card.  That digital
c a rd purchased at the bank
could be coded according to
the tax rate of the buye r ’ s
re s i d e n cy.  Then, if the buye r

used that digital cash card to
m a ke the purchase over the
Internet, the purchase could
still be anonymous, but
t a xed at the correct ra t e.

Q : What forum should
deal with these complex
tax questions?

A : The U.S. gove r n m e n t
feels that these issues should
be discussed in the OECD
because the OECD, we
think, has a good tax
c o m p e t e n c e.  And we should
try to arrive at a common
a p p roach.  Within the
United States, we are
supporting legislation that
would force our states and
local governments to come
together to develop a
common approach to the tax
i s s u e.  Ultimately, we wo u l d
li ke to have the appro a c h
a g reed to by our states and
local governments be
c o o rdinated with the OECD
discussions, so that we
h ave a harmonization
i n t e r n a t i o n a l l y.  The OECD
has already begun such
d i s c u s s i o n s .

Q : Do you feel that
international banks are
ready and willing to act as
e s c row agents for Internet
tax collections?

A : It may be the banks,
it may be credit card
companies, it may be
s o f t wa re companies that
would set up businesses to
do these collections.  We ’ ve
consulted with some
American banks and cre d i t
c a rd companies, and they ’ d

be quite interested to set up
businesses like this if they
a re paid by the tax
authorities to do so.  And
the tax authorities would be
able to pay out of sav i n g s
because if they get money
q u i c ke r, that has value to
t h e m .

Q : If taxes in electro n i c
c o m m e rce are to be based
on the re s i d e n cy of the
b u ye r, can you elabora t e
on how that would be
d e t e r m i n e d ?

A : I think what we
would look for is an
international agre e m e n t
based upon re s i d e n cy or
citizenship.  People wo u l d

need to declare themselve s
in some way — accord i n g
to some agre e d - u p o n
definition of where they
really did live — as to the
location of their primary
re s i d e n c e.  And if we can
a g ree among nations on
that definition, then I
think we have the basis to
s o l ve the problem yo u
d e s c r i b e.

Of course, people may try
to cheat, as they do today,
but I think the cheating
won’t be any greater than
t o d ay, and perhaps we can
m a ke it less.  I think the key
is the agreement on the
definition of citizenship and
re s i d e n cy.
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Q : Do you distinguish
b e t ween the sale of goods
or services on the Internet?

A : An excellent question.
Let’s say I sell a music CD
[compact disc].  If I mail
that CD to a customer
t o d ay — that is,  phy s i c a l l y
— probably you’d call that
a good, not a service.  But
if what I do is dow n l o a d
the music so that the
music transfers across the
Internet in digital form
and then it’s re-encoded as
music and put on a disc in
the home of the consumer
who buys it, is that a good
or is that a service?  It gets
c o n f u s i n g .

Also, consider an airline
t i c ket.  If I have an electro n i c
t i c ket, is it a good or is it a
service?  Eve n t u a l l y, it may
be that instead of buying a
book and having it shipped
to me phy s i c a l l y, that book
m ay be just downloaded and
printed out onto my printer.
Is the book then a good or a
s e r v i c e ?

So, we feel it is much
simpler just to speak about
e l e c t ronic tra n s m i s s i o n s .
Whether something is a
good or a service becomes
less clear when yo u ’ re
talking about the digital
world.  We don’t see any
usefulness in trying to
i n vent a new set of rules 

for something that will be
neither goods nor services.

My sense is that the
countries in the Euro p e a n
Union and the United States
a g ree in principle with the
idea of having commerc e
over the Internet be free of
customs duties.

Q : Re c e n t l y, there has
been considera b l e
discussion about the DNS
— the domain name
system — that underlies
the Internet.  It has been
managed by the U.S.
g overnment, but is being
turned over to the priva t e
s e c t o r.  Can you discuss
that issue?

A : I’m glad that yo u
a s ked this question
because I think there ’ s
some misunderstanding
about what we are
p roposing to do here.  Fo r
historic reasons, because
the Internet was financed
originally by the U.S.
g overnment, the technical
management of certain
aspects of the
Internet is still

done under contract fro m
the U.S. government.  And
this includes the
management of the
domain name system, the
Internet number addre s s
system, the re g i s t ration of
Internet protocols, and the
management of the ro o t
s e r ver system of the
Internet, the system that
routes messages on the
I n t e r n e t .

What we are pro p o s i n g
to do is to privatize these
technical management
g a t e keepers — that is, to
turn them over from the U.S.

g overnment to a priva t e,
n o n p rofit organization that
would have an international
b o a rd of directors nominated
by various private stake h o l d e r
o rganizations.  We ’ re calling
for that organization to be
c reated by the end of this
s u m m e r, and we will then
g radually turn over all of the
authorities that the U.S.
g overnment now has in
these areas to this priva t e
o rg a n i z a t i o n .

It would be our hope 
that by October this new
n o n p rofit organization will
be up and running, and that
some time shortly after we
will be able to transfer to it
all the authority that the
U.S. government now has.
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Q : W h e re will this
o rganization be based?

A : The org a n i z a t i o n
needs to be based some
p l a c e, and we think that
the United States, for a
variety of reasons, is a
good place to base it.  The
competence and ex p e r t i s e
and the people that have
been doing this work up
until now are based here.
But, we want to make sure
that European law and
other laws can obtain in
the way the system is
o rganized.  So, we don’t
h ave the intention to try 
to make this org a n i z a t i o n
only something that is in
the jurisdiction of the
United States.

We oppose the idea of 
an interg ove r n m e n t a l
o rganization being invo l ve d
because we think that
g overnment org a n i z a t i o n s
i n h e rently move too slow l y
and too bure a u c ratically for
the Internet.  Consequently,
we would be strongly opposed
to the notion of cre a t i n g
some interg ove r n m e n t a l
o rganization to coord i n a t e
these functions.  What we
do support and wo u l d
welcome are suggestions
f rom Europe or elsew h e re
about how to ensure that
this not-for-profit truly has
international re p re s e n t a t i o n

because that’s our intention.
We think it’s important,

for exa m p l e, that there be an
internationally re p re s e n t a t i ve
b o a rd from the priva t e
s e c t o r.  And we think it’s
important that in areas like
t rademark that there be the
potential for rights holders
to bring suits in differe n t
jurisdictions, not just one
jurisdiction.  So, we are
welcoming comments fro m
other nations about how 
to ensure that this new
Internet organization can 
be a truly international
o rg a n i z a t i o n .

Q : H ow do you deal
with the presence of
objectionable or obscene
material on the Internet,
whether for commerc i a l
purposes or otherwise?
And what are your plans
to protect the priva cy of
individual citizens who
use the Internet for
c o m m e rc e ?

A : We don’t yet have a
satisfactory system.  But
the industry is wo r k i n g
very hard to develop a
system, and we ’ re hoping
to have certain codes of
conduct in place within
the next ye a r.

These are two separa t e
issues: content and priva cy.
In the case of content, we
b e l i eve that when pare n t s
sign up with an Internet
service prov i d e r, they should
get a system with simple
b oxes on the screen that they
can click on, and those boxe s
will be filtering softwa re
d eveloped by softwa re
companies in conjunction
with various private gro u p s
that reflect the societal

values of those gro u p s .
So, for exa m p l e, yo u

might have a box deve l o p e d
by a group like the Christian
Coalition, or you might have
a Children’s Te l ev i s i o n
N e t work box, or something
l i ke this.  So that each
p a rent, according to their
own value system, can
check a box and say, okay, 
if the Christian Coalition
has developed or approve d
this filtering system, then
I’m comfortable with this
c o n f i g u ration of filters. It
should be very simple, so
that if yo u ’ re the type of
p a rent who’s afraid of the
Internet, afraid your childre n
understand it better than
you do, and yo u ’ re not sure
what to do, you can have a
simple device you rely on 
to protect your house
against whatever content
you choose.

If you merely wish to 
set up filters for your ow n
u s e, then in your brow s e r
s o f t wa re or your searc h
engine softwa re should be
the ability to do your ow n
filtering.  If, for exa m p l e,
yo u ’ re not bothered by

v i o l e n c e, but you dislike
explicit sexual material, yo u
should be able to filter out
what you don’t wa n t .

The tools are being
d eveloped to allow this kind
of system to be put in place.
T h e re are already filtering
s o f t wa res.  They ’ re not as
good yet as we would like to
see them, but they are
becoming better.  So, we
b e l i eve that within this ye a r,
we should have a system
l i ke I’m describing in place
in the United States, and
hopefully it can be ex t e n d e d
i n t e r n a t i o n a l l y.

Q : What about
individual priva cy ?

A : The question of
p r i va cy is deve l o p i n g
d i f f e re n t l y.  The way that
m ay come to work on the
Internet is by private codes
of conduct based on OECD
p r i va cy principles.  That
is, a seller should notify a
potential buye r, “Here ’ s
what I’m going to do with
information that you give
me about yourself.”  The
b u yer can then say, “No, I
don’t want to do business
with you,” or “No, I don’t
want you do to that.”
T h ey can say no.  And if
t h ey say no, then even the
fact that they visited the
Web site gets wiped out 
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so that there’s priva cy
p ro t e c t i o n .

If the buyer says yes, 
he or she may say, “Okay,
you can use this information
you are obtaining about me
as a result of this tra n s a c t i o n
but only inside yo u r
c o m p a ny,” or they may 
s ay, “You may sell the
information.”   The buye r
would place whateve r
conditions he or she wa n t s
on the use of personal
information.  The buyer and
seller essentially wo u l d
form a contract where the
b u yer agrees to what can be
done with information.
The buyer has contro l .

A ny organization doing
business on the Internet
that complied with a priva cy
code of conduct could then
h ave a seal put on its We b
site to attest that it followe d
this agreed-upon code of
conduct in respect to priva cy
issues.  The org a n i z a t i o n
would enforce this code of
conduct.  This org a n i z a t i o n
would audit Web sites
regularly to make sure that
all the Web sites that display
the seal are following the
code of conduct.  Also, it
would take complaints fro m
consumers and follow up 
on them.

This system would mean
that government and industry
could go to consumers with
education campaigns and
s ay, “Look, as a consumer,
yo u ’ re free to go any place
on the Net you want.  It’s a

f ree medium.  You can buy
a ny place you want.  But be
c a reful.  If you go to a We b
site that doesn’t have one of
these particular seals, yo u r
p r i va cy may not be pro t e c t e d . ”

If consumers are we l l -
educated in this re s p e c t ,
t h e re will be a marke t
i n c e n t i ve so that if I’m a
c o m p a ny wanting to start 
a business on the Internet,
I’m going to go try to seek
the seal because if I don’t
h ave such a seal, I’m going
to limit my marke t p l a c e.
M a ny people will refuse to
visit or shop at my site.

So we create a marke t
i n c e n t i ve for businesses to
seek out a seal assuring that
p r i va cy will be protected if
t h ey engage in electro n i c
c o m m e rc e.  We think that
type of system works more
e f f e c t i vely than gove r n m e n t
regulation, which would be
i n h e rently difficult to enforc e.

Of course, if the
monitoring org a n i z a t i o n
finds that there’s fra u d
being committed in re g a rd to
p r i va cy, then the case can be
re f e r red to the appro p r i a t e
g overnment agency under
existing antifraud law s .
The reason we favor this
type of approach is that,
even if we we re to pass 
a thousand pages of federa l
legislation to protect the
consumer’s priva cy, we
couldn’t enforce it because

t h e re are tens of thousands
of Web sites that form eve r y
week on the Internet.  No
g overnment agency can
monitor all those Web sites.
So, instead, what we ’ re
trying to do is to empowe r
people to protect themselve s
by creating an enviro n m e n t
with the seals where they
can have control of their
own data.

Q : Is there any chance
this will work in the re a l
wo r l d ?

A : We think that a
system like this will be
beginning this summer in
the United States.

Q : H ow do you ex p e c t
the Internet and the
g rowth of electro n i c
c o m m e rce to affect
national economies and
patterns of employ m e n t ?

A : We think that there
will be a major turnover of
jobs.  In the United States,
we believe that millions of
jobs will be lost because of
the Internet in areas like
retailing — or in what we
call “middleman-type”
a reas — insurance agents,
t ravel agents, and so on.
But we think that there will
be a far greater number 
of jobs created in the

information technology
industry itself and in the
information gathering and
m a r keting industries.

The good news is that
the jobs that are created will
h ave higher skill and higher
wage rates than the jobs
that are lost.  What we find
a l ready in the United States
is that information technology
industry jobs pay over 
60 percent more than typical
jobs in the economy.  One
aspect of this that we think is
very important is a system
of re t raining, so that people
who are losing their jobs
because of this tra n s f o r m a t i o n
can be re t rained for the new
jobs that are coming.  This
t ransformation also puts
g reat importance on the
education system.  Pe o p l e
need to be educated in the
n ew information technology
industries because that’s
w h e re the tre m e n d o u s
g rowth in jobs will occur.

Q : H ow do you see the
Internet in five years’ time?

A : In five years, there
will be probably about 750
million people using the
Internet around the wo r l d .
The Internet will likely be
available in some of the
p o o rest areas of the wo r l d ,
because low-earth orbital
t e l e c o m m u n i c a t i o n s
satellites will be up, and 
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I think there will be
p rojects through the aid
o rganizations to build 
local area networks that
will allow people in less
d eveloped countries to
h ave access to the Internet.

T h e re will be a
t remendous amount of
c o m m e rce on the Internet
f i ve years from now.  In the
United States alone, we
b e l i eve there will be ove r
300 billion [thousand million]
dollars of business done
annually on the Internet by
t h e n .

In the United States,
every school, every libra r y
in the country will be wire d
up to the Internet.  And we
will have gone through a
number of years of ex t e n s i ve

training pro g rams with
teachers and librarians, so
that they can use the Internet
and encourage students to
use it.  I would expect that
will also happen globally.

In addition, significantly
g reater numbers of homes
will have the Internet.  It will
come to them on their
t e l evision set, as well as their
personal computer.  I think
that Internet telephony will
be larger than tra d i t i o n a l
t e l e p h o ny.  That is, five ye a r s
f rom now more telephone
calls will be made using 
the Internet than using
t raditional circ u i t - s w i t c h i n g
t e c h n o l o g y.  And it will be
quite natural, when yo u ’ re
watching normal bro a d c a s t
t e l evision, to interact with
the Internet as a single
m e d i u m .

So, I think that we ’ re
going to see quite a
revolution, and I think that
revolution is already going
to be apparent in the nex t
f i ve ye a r s .

Q : Do you see any
d rawbacks with the
I n t e r n e t ?

A : Well, like any new
technologies that can
a d vance society, there can
also be drawbacks.  Fo r
exa m p l e, in the Industrial
Revolution, which bro u g h t
g reat pro g ress and was by
and large tre m e n d o u s l y
beneficial to people, there
we re also some draw b a c k s ,
and society was too slow
to respond to some of these.
We had child labor

p ro b l e m s , and terrible
factory working conditions,
and pollution pro b l e m s .

In the case of the Internet,
t h e re are some potential
p roblems.  Children could
h ave access to material that
p a rents feel uncomfortable
with.  People’s priva cy could
be violated more easily with
the Internet.  If we ’ re not
c a reful, the Internet could
be used by terrorists and
those wanting to break the
l aw to further their aims.
And so, we ’ re also wo r k i n g
very hard to try to cre a t e
capabilities within law
e n f o rcement agencies to
meet those potential cy b e r -
c r i m e s .

We feel it is our
responsibility to try to 
work and anticipate those
d rawbacks and minimize
them, so that we can re a l i z e



12

the positive benefits with as
little negative fallout as
p o s s i b l e.

Q : Is encryption one of
those concerns?

A : This is perhaps the
most difficult issue we ’ ve
had to deal with because
t h e re are legitimate
concerns of people in the
c o m m e rcial community
that you need encryption
— that is, a way of locking
unauthorized users out 
of access to data — to help
e l e c t ronic commerc e
flourish.  There are,
h oweve r, competing

Internet service prov i d e r s
and telecommunications
companies to be re s p o n s i b l e
for enforcing copyrights —
to be the traffic cop so to
speak.  But now we have
n ew digital technology
called the Digital Object
Identifier System being
d eveloped.  If yo u ’ re a
c o pyright holder, you will
be able to, in a sense,
“ water-mark” or tag yo u r
p roduct so that the ow n e r
of a piece of digital
material can be quickly
i d e n t i f i e d .

concerns from the law
e n f o rcement community
that if high-leve l
encryption is available to
international terro r i s t s
and drug dealers it will
m a ke it easier for them to
do their business and
h a rder for law enforc e m e n t
to catch them.

We have been trying for 
a long time now to bring
about some compro m i s e
b e t ween the law enforc e m e n t
community and the business
community on these issues.
We ’ ve been trying to strike 
a balance that allows high
l evels of encryption to be

used in commerc e, but which
also allows law enforc e m e n t
to have the potential for
access in cases where there
is clear justification that a
criminal act may be invo l ve d .
And advances in technology
m ay offer potential solutions.

Q : H ow about
c o pyright pro t e c t i o n ?

A : We think copy r i g h t
p rotection is very important.
But we think that has to be
balanced in terms of the
way in which that gets
e n f o rced.  There we re
some people calling for the
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D i g i t a l  D e l i v e r y  o f  G o o d s  a n d  S e r v i c e s

S o f t wa re, CDs, magazine articles, news broadcasts, stocks, airline

tickets, and insurance policies are all intangible goods whose va l u e

does not rely on a physical form.  Much of today’s intellectual pro p e r t y

is produced, packaged, stored s o m ew h e re, and then physically delive re d

to its final destination.  The technology exists (or soon will exist) to

t ransfer the content of these products in digital form over the Internet.

T h e  

O n - L i n e

M a r k e t p l a c e
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E xcerpted from Chapter Four of t h e
recently published Commerc e
Department’s “Emerging Digital
Economy” report. The web site is
w w w. e c o m m e rc e. g ov / c h a p t e r 4 . h t m

C O N T E N T
N ews from around the world is now
available on the Internet, usually
f ree of charg e.  More than 2,70 0
n ewspapers have on-line businesses,
of which over 60 percent are U.S.-
based.  All but three of the top 50
magazines in the country (as defined
by paid circulation) had a We b
p resence as of January 1998.  More
than 800 TV stations across the U.S.
h ave Web sites.  UltimateTV. c o m
lists 151 U.S. cable channels,
including CNN, fX, HBO, MTV, the
Weather Channel, and a host of
others.  AudioNet calls itself the
leader in Internet broadcasting, with
l i ve continuous broadcasts of ove r
175 radio and television stations,
p l ay - by - p l ay of thousands of college
and professional sporting eve n t s ,
l i ve music, on-demand music fro m
the CD Juke b ox (over 1,600 full-
length CDs), live and on-demand
s h ows and Internet-only We b c a s t s ,
and live and on-demand corpora t e
and special eve n t s .

The rapid emergence of
information services on the Internet
is being driven by consumer demand,
m o re effective distribution, and an
expected shift in advertising reve n u e s
away from traditional media to the
I n t e r n e t .

Consumer Demand 

Nearly 90 percent of Web users go
on-line to get news and information.
T h e re, they can find obscure or
limited circulation journals on-line
as well as the top sellers.  Articles
limited to text and perhaps a 
p i c t u re in a print edition may be
supplemented in the on-line ve r s i o n
with video or audio clips, maps or
in-depth background re s e a rc h .

Still somewhat difficult to nav i g a t e,
the Internet’s wide selection of
content sites save individuals time
when conducting re s e a rch, and
yields much more complete and up-
to-date information than off-line
a l t e r n a t i ves.  As technology adva n c e s ,
and search tools become easier to
u s e, individuals can be expected to
i n c reasingly turn to the Internet’s
content sites to do re s e a rch, to learn
about the day’s news, and to be
e n t e r t a i n e d .

H ow quickly individuals change
their behavior in favor of the Internet,
and away from other media, is
difficult to determine.  Recent studies
indicate that as use of the Internet
i n c reases, television viewing declines.
H oweve r, some of today’s We b
businesses point out that circ u l a t i o n
for their existing newspapers and
magazines has not dropped, eve n
while their Web audiences incre a s e.
T h ey state that some in the on-line
audience are also found among their
most loyal print readers, but look to
each medium to satisfy differe n t
purposes.  For instance, B u s i n e s s
We e k reports that visitors to its 
Web site read the front-page article
and then use the site to re s e a rch 
the magazine’s arc h i ves and special
report sections, features they do not
h ave in the print ve r s i o n .

It may take a number of ye a r s
b e f o re the impact is felt.  For instance,
M c G raw-Hill’s financial information
services division began to distribute
its products electronically over ten
years ago.  Up until three years ago,

print revenues made up 85 perc e n t
of the division’s sales.  To d ay, digital
p roducts account for more than 50
p e rcent of sales.

L ower Capital and
Distribution Costs 

The N ew York Times i n vested $350
million in its new printing pre s s .
Readers can now see fro n t - p a g e
photos in color instead of black and
w h i t e.  Readers accessing the N ew
York Times on the Web not only see
color photos from the print ve r s i o n ’ s
f ront page — but they also get ra d i o
clips, color spreads on special feature
sections for the Web only, and the
chance to interact with other N ew
York Times readers interested in the
d ay’s or week’s hot topics.

Web content businesses re q u i re a
much lower capital investment than
their print counterparts, lowe r i n g
the barrier to entry in this on-line
i n d u s t r y.  With the Internet, the
content of a newspaper or a magazine
does not have to be printed and
d e l i ve red to news stands or doorsteps
a c ross the city in order to be
consumed — steps that add 30 to 40
p e rcent to the cost of the product. 

Instead, content delive red via the
Internet can be entered directly into
a computer, stored digitally on a
s e r ver and appear directly on a
reader’s computer screen with a few
simple commands the reader enters
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on the Web site. The consumer can
then read the information on the
s c reen or print it out.  The publisher’s
distribution costs include paying off
the investment in the Web serve r s
and other technology that ensure s
that when someone enters the site, it
responds quickly.  Unlike new s p a p e r
or magazine content that gets used
o n c e, digitally stored content offers
the potential for repeated re p a c ka g i n g
and re u s e.  Once the content has
been created and stored, there is
little or no ex t ra cost to send it to
one reader or 1,000 readers.  That
i n c reases the efficiency of the
n ewspaper and magazine businesses
d ra m a t i c a l l y. 

H oweve r, simply establishing a
p resence on the Internet does not
g u a rantee that a business will
succeed.  Building brand awa re n e s s
t h rough advertising and marke t i n g
is critical to success in a new and
rapidly evolving market, particularly
on the Internet where consumers
h ave the choice of spending their
time and money at thousands of
d i f f e rent sites.  If the Internet evo l ve s
in such a way that a limited number
of sites become the “funnel” that
guides a viewer through its va s t
content, businesses looking to appeal
to mass audiences may have to pay
l a rge fees to secure “shelf space” 
on those sites. Or, they may be
excluded altogether.  In this scenario,
a d vertising and marketing costs may
become too ex p e n s i ve for some to
b e a r.  If, on the other hand, technology
and consumer pre f e rence evo l ves so
that consumers access and nav i g a t e
the Internet using a variety of

d evices and tools (perhaps personal
s o f t wa re “agents”), then high re n t s
might be avo i d e d .

Statistics on Web traffic indicate
that the “funnel” model is winning
out today.  Over time, as people
begin to access the Web via their
TVs, telephones, and personal
digital assistants, and as the We b
becomes easier to nav i g a t e, this may
change and lower advertising and
m a r keting costs may re s u l t .

Shift of Revenue Sourc e s
to the Internet 

E ven with their lower costs of
o p e ration, content businesses on the
Web do not yet generate adequate
revenues.  Unlike newspapers and
magazines that rely on subscriptions
for some of their reve n u e, most We b
businesses currently shy away fro m
c h a rging subscriptions in favor of
building an audience and attra c t i n g
a d vertising and direct marke t i n g /
t ransactions revenues.  Though
g rowing, these revenue sources are
still small.

At this early stage of deve l o p m e n t ,
it is unclear how quickly Internet
content businesses will draw re a d e r s
or viewers away from tra d i t i o n a l
media sources such as new s p a p e r s ,
magazines and television.  As it
happens, advertising and subscription
revenues flowing to the Internet are
l i kely to incre a s e.  Even if the total
audience for a newspaper or a TV
sitcom does not decline, adve r t i s e r s
m ay shift spending to the Internet 
if they feel that it provides a more
e f f e c t i ve means to reach their
a u d i e n c e s .

C u r rent trends in classified 
and local advertising spending
indicate a shift already taking place.
N ewspapers have been wa t c h i n g
their share of classified adve r t i s i n g
dollars shrink as real estate agents,
car dealers and owners, and
businesses looking to hire employe e s
i n c rease their advertising in niche

publications, direct mail, and on-line
services.  A 1996 New s p a p e r
Association of America study points
out that newspaper publishers could
lose as much as 50 percent of their
classified ad dollars in the next five
years if current trends continue.  If
that happens, the ave rage new s p a p e r ’ s
o p e rating margin, now 14 perc e n t ,
would drop to 3 percent.  To
maintain revenues from classifieds
and to attract local advertising dollars,
n ewspapers have been quick to
establish Web sites featuring classified
ads and city guides. 

Other industries are also 
seeking a share of classified and
local advertising revenues.  Softwa re
companies, telephone companies,
Internet service providers, telev i s i o n
n e t works, and newspapers are
gearing up to compete for a share of
this potentially large market.  A
N ew York-based re s e a rch firm,
F i n d / S V P, reported that more than
60 corporations ranging fro m
Warner Brothers and Pa c Tel to NBC
and U.S. West have launched, or are
in the process of organizing, We b
sites with a strong emphasis on local
c o n t e n t .

S o f t wa re companies and searc h
engines feature city guides listing
m ovies and re s t a u rants, arts and
m u s i c, current events, places to go,
local sports, we a t h e r, and new s .
Some broadcast and cable netwo r k s
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combine cove rage of national new s
and entertainment with local new s
f rom affiliates and searc h a b l e
databases of on-line classified ads.
D i rectory listings and mapping
services partner with new s p a p e r s ,
s o f t wa re companies, and others to
offer their own city guides.  Te l e p h o n e
companies have their own dire c t o r y
listings and mapping services and
a re partnering with others for re a l
estate listings, re s t a u rant guides, and
other local information and services.

Analysts project significant
g rowth in revenues available for on-
line content businesses.  Fo r re s t e r
Re s e a rch predicts that reve n u e s
f rom advertising, subscriptions, and
t ransactions fees will grow to $8.5
billion [thousand million] within
f i ve years, or almost 5 percent of the
$175 billion [thousand million]
a d vertisers spent in newspapers, TV,
radio, direct mail, billboards, and
other traditional media in 1996.

T R AV E L
Vacationers and business trave l e r s
can now find information on the
Internet about cities they plan to
visit, from driving directions and
recommended itineraries to we a t h e r
patterns and business telephone
numbers and addresses.  Many hotels
h ave detailed property descriptions,
along with photos of the pro p e r t y ’ s
g rounds, public rooms, and bedro o m s .
Rental cars can be re s e r ved on-line.
Top travel magazines offer on-line
suggestions for the best we e ke n d
g e t aways. 

The largest initial on-line trave l
business is the sale of airline ticke t s .

Web-based travel services offer 
the re s e r vations engines that airline
customer service re p re s e n t a t i ve s
and travel agents use directly — to
l e i s u re and business trave l e r s .
Customers enter point-to-point
destinations, desired travel times and
dates, pre f e r red airlines, and other
p re f e rences into the re s e r va t i o n
system.  The system processes the
information and delivers a choice 
of options, along with a secure
t ransactions environment for
customers who wish to purchase 
the ticket on-line.

In 1996, Web users booked $276
million worth of travel this way.  Fo r
1997, on-line travel sales are estimated
to have reached $816 million.  By
the year 2000, on-line travel sales
could reach $5 billion [thousand
million], or close to 7 percent of 
U.S. airlines’ revenues for passenger
air trave l .

Ac c o rding to a survey released 
in November 1997 by the Trave l
Industry Association of America,
13.8 million Americans used the
Internet to plan their trips and 6.3
million made re s e r vations on the
Internet.  And, consumer acceptance
is growing.  In 1996, 10 percent of
Internet users used the Internet 
to make travel plans and purc h a s e s .
When polled in 1997, nearly 70
p e rcent of Internet users said they
planned to use the Internet for trave l
in the upcoming ye a r.  Acceptance is
high among the general population,
as well.  Thirty-eight percent of all
adults said they would consider using
the Internet for their travel in 1998. 

L ower Sales and 
M a r keting Costs 

L ower sales and marketing costs,
and increased consumer choice and
c o n venience are driving the Internet’s
i n c reased use in travel planning and
re s e r va t i o n s .

It is cheaper for an airline to
p rocess a ticket sale on-line than to
use a travel agent or a re s e r va t i o n s
c e n t e r.  Not only are transaction fees
reduced, but savings are also re a l i z e d
when cheaper electronic tickets can
be substituted for more ex p e n s i ve
paper tickets.  Through the use of
the Internet and other information
t e c h n o l o g y, airlines expect to be able
to significantly cut distribution costs.

At $12 billion [thousand million],
distribution, travel agent commissions,
m a r keting and advertising ex p e n s e s ,
labor and other expenses for airline
c e n t ral re s e r vations services are 
the airline industry’s second larg e s t
o p e rating ex p e n s e.

H ow a ticket is sold, through 
an agent or by the airline dire c t l y,
and whether the ticket is paper or
e l e c t ro n i c, can mean the differe n c e
b e t ween paying $8.00 or $1.00 to
p rocess a ticket.  Airlines are pursuing
various strategies to drive their
distribution costs down: lowe r i n g
t ravel agent commissions, selling
t h rough the Internet, and pro m o t i n g
e l e c t ronic ticketing. 

S o u t h west Airlines was the first
major U.S. airline to let passengers
buy tickets directly on its Internet
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site in 1996, bypassing the agent 
and the commission.  New Web trave l
services quickly emerged: on-line
t ravel sites sponsored by airlines
t h e m s e l ves, “virtual” travel agents
l i ke Microsoft’s Expedia.com and The
SABRE Group’s Trave l o c i t y.com, a n d
t ravel agents’ own sites.  Whether
customers purchase tickets on an
airline’s site or through on-line trave l
agents, the airlines save money 
since their own travel re s e r va t i o n s
centers do not have to be invo l ved 
in the purc h a s e.  In addition, the
commissions they pay to on-line
agents are about half what they pay
to traditional agents.

While the airlines’ ability to move
customers away from paper ticke t s
to lower-cost electronic tickets does
not depend on the Internet, it is
p roving to be a useful vehicle for
a c c e l e rating the shift.  Some airlines
e n c o u rage their Internet customers
to use electronic tickets by offering
f re q u e n t - f l yer miles for trave l
b o o ked on-line with an electro n i c
t i c ket.  Because Internet customers
re s e r ve their tickets, select seats and
g i ve credit card information on-line,
getting an electronic ticket ra t h e r
than a paper one seems natura l .

Airlines also use the Web to
g e n e rate additional revenues.  No
matter how precise an airline’s
f o recasting, seats still go unsold on
some flights.  Auctioning airline seats
to the highest bidder and offering
special “cy b e r f a res” for leisure trave l

a re two techniques made possible 
by the Internet. 

E very Monday or Tuesday,
American Airlines looks at its yield
management results and picks out
l ow-performing markets.  Midwe e k ,
m o re than one million “NetSA Ave r ”
subscribers re c e i ve an e-mail fro m
American Airlines listing special
discounted fares for travel in selected
m a r kets during the upcoming
we e kend.  The NetSA Aver pro g ra m
has generated tens of millions of
i n c remental dollars for the airline
since its launch in March 1996.

R E TAIL BANKING
Internet banking is still in its infancy.
Although most of the top 100 banks
in the U.S. have a Web site, the
Online Banking Re p o r t classifies 24
of them as “true Internet Banks” —
banks that let their customers
rev i ew balances, transfer funds and
p ay bills on their Web sites.  Smaller
banks also have Web presences.  In
Online Banking’s list of 133 “True
Internet Banks,” 109 do not make
the list of the top 100 U.S. banks
ra n ked by assets.

B e f o re the decade is out, customers
a re likely to be able to do most of
their banking transactions on the
We b.  Ac c o rding to a 1996 Booz-
Allen & Hamilton survey of North
American financial institutions with
Web sites, 80 percent of re s p o n d e n t s
planned to allow their customers to
conduct most traditional banking
t ransactions over the Internet within
th ree ye a r s .

On-line retail banking is being
d r i ven by lower operating costs, the
ability to offer new services, and the
ability to do one-to-one marketing. 

L ower Operating Costs 

On-line banking services are less
ex p e n s i ve to offer to customers than
other forms of banking.  Checking
an account balance or tra n s f e r r i n g

funds from a checking account to a
s avings account can be done in
person at a branch bank, over the
t e l e p h o n e, with an Automatic Te l l e r
Machine (ATM), at home using a
PC, or, in some cases, on a bank’s
Web site.

A branch bank can serve as many
customers as it has staff to handle.
Once the investment is made to
c reate a fully functioning Internet
site (for a large bank, the initial
i n vestment could be millions of
dollars; a more limited solution for a
small bank might cost tens of
thousands of dollars), the bank’s
Web site can handle one customer
inquiry or tens of thousands a day. 

Booz-Allen & Hamilton estimates
that it costs about a penny to
conduct a banking transaction using
the Internet and more than one
dollar if handled by a teller at a
b ranch bank. 

N ew Services

To d ay’s on-line banking allow s
customers to check account
balances, transfer funds, and update
customer information —
t ransactions that can already be
performed through tra d i t i o n a l
banking channels.  For some
customers, the convenience of
banking from home or the office is
p re f e rable to calling the bank’s
automated phone service or going to
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a branch bank.  Others do not find
the services offered on-line today
reason enough to change their
banking habits.

In the future, analysts expect that
Internet banking will be enhanced
with new services that make on-line
banking easier and more conve n i e n t
than banking by ATM, by phone, or
visiting the branch bank.  Paying bills
e l e c t ronically is one such exa m p l e.

Checks are the pre f e r red method
of bill payment in the United States.
For a business, preparing and
sending paper bills can be costly.  Fo r
a consumer, paying bills by check can
t a ke a great deal of time.  Billers print
out and mail the bills to a consumer’s
h o m e.  The consumer writes a
check, re c o rds the check number
and amount paid, balances the
checkbook, finds a stamp, and mails
the check back to the biller.  The
biller re c e i ves the check, updates his
accounts, and sends the check to 
the bank to credit to his account.
Handling paper bills and checks 
can cost a biller between $1.65 and
$ 2 . 70 each time he sends out a bill.
It costs the customer time and the
price of a stamp to pay each bill. 

To d ay’s Internet-based bill
p ayment services take some of the
p a p e r work out of the process.  Ra t h e r
than writing a paper check and
mailing it to the ve n d o r, a customer
authorizes his bank to pay bills on
his behalf.  This saves the customer
some time, and may save the ve n d o r
some money, if all steps are completed
e l e c t ro n i c a l l y.  Howeve r, ve n d o r s
still incur the costs of mailing the

bill to the customer.  And, smaller
vendors without an electro n i c
connection still have a series of
manual and paper-based steps to
c o m p l e t e.

Some banks believe that future
Web-based bill payment services can
m a ke the entire process paperless.
The vendor will send an electro n i c
image of the bill to the customer’s
bank.  The customer will electro n i c a l l y
authorize the bank to pay the bill,
the bank will debit the customer’s
account, and the vendor will re c e i ve
p ayment electro n i c a l l y.  The
vendor’s printing and mailing costs
a re eliminated, and processing costs
a re greatly reduced.  The customer
e n j oys the convenience of pay i n g
bills without having to keep stamps
and envelopes on hand.  With
services that automatically update
account balances, the customer 
also saves time he formerly spent
balancing his checkbook. 

One-to-One Marke t i n g

To d ay, most banks are still equipping
their Web sites with basic tra n s a c t i o n s
p rocessing and do little with tailore d
or one-to-one marketing.  Howeve r,
some now realize that through the
Internet, a bank can get to know a
customer’s banking priorities and
p re f e rences even better than it could
when banking was done in small
neighborhood branches. 

Bank of America’s “Build Yo u r
Own Bank” provides an example of
h ow one-to-one marketing could
work.  Internet customers using this
service provide the bank with basic
information about their place of
re s i d e n c e, occupation, age, income,
and gender, whether they own or
rent a home, and what types of
accounts they have with the bank.
T h ey then indicate their financial
i n t e rests and priorities — whether
s aving and investing, home buying/
i m p rovement, building a business,
re t i rement, economic and financial

m a r kets, electronic commerc e, or
simply better financial org a n i z a t i o n
and budgeting.  Based on these inputs,
the bank responds with Money 
Tips and news items geared to the
customer’s interests, and special
offers for the services the customer
has prioritized. 

These and similar mechanisms
g i ve banks the opportunity to cro s s -
sell products and services.  Ideally,
the customer benefits from these
t a i l o red offerings, as well.  At a
minimum, he should benefit fro m
g reater conve n i e n c e.  Because his
account profile automatically gets
called up when the customer logs
into a personalized site, he wastes no
time entering account information.
H aving up-to-date information
about balances in each account give s
the customer a snapshot of his
holdings with the bank without
h aving to do the math himself.  The
personalized tips and special offers
m ay help the customer to make
important financial decisions.

The Future

O ver the next few years, a grow i n g
number of American households are
expected to do their banking on-line
— whether through a dial-up
connection to their bank or thro u g h
the Internet.  Roughly 4.5 million
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households we re banking on-line in
1997.  By the year 2000, as many as
16 million households are ex p e c t e d
to bank on-line.

I N S U R A N C E
I n s u rance carriers’ Web sites
typically provide customers with basic
c o r p o rate and policy information, but
refer customers to off-line agents or
customer-service phone re p re s e n t a t i ve s
in order to make a purc h a s e.  A more
limited number of carriers’ sites, and
other sites, including banks, securities
b ro ke rages, real estate companies,
and automobile marketplaces, allow
Internet customers to purchase term
l i f e, automobile, and homeow n e r s ’
i n s u rance on-line.

By 2001, analysts project that more
than $1 billion [thousand million] in
p remiums will be generated via the
Internet.  The rapid increase in sales
will be driven by cost sav i n g s ,
i n c reased competition, and grow i n g
consumer acceptance.

Cost Savings 

Distribution costs for life and
p roperty and casualty policies can 
be as high as 33 percent or more 
of the product’s price.

Selling policies and prov i d i n g
customer service over the Internet
a re much less ex p e n s i ve than via an
agent or a telephone re p re s e n t a t i ve
— as much as 58-71 percent lowe r
over the lifetime of a customer.  In a
d i rect on-line sale by the carrier, the

agent commission is avoided.  If the
sale is completed by an on-line agent
such as Quicken Insure M a r ket, it
can be more than cut in half.  Eve n
if a traditional agent completes the
t ransaction started on the Internet,
the transaction is less ex p e n s i ve.  The
Internet prequalifies the customer
for the agent, saving sales time and
ex p e n s e.  The Internet can also be
used for electronic communication
b e t ween agents and carriers, re d u c i n g
time spent on routine tasks such as
applications processing, updating
customer account information, and
reporting on the status of claims. 

In addition to saving money, 
the Internet can generate new 
sales opportunities.  Carriers that
t raditionally sell through agents may
pick up new customers on the Internet
that agents cannot effectively re a c h .
Because of the time needed to
a c q u i re a new customer, agents 
tend to focus on clients they believe
will buy larger policies.  One
i n s u re r, Lincoln Benefit Life, re p o r t s
d i f f e rences in the face value of the
policies it sells via the Internet and
t h rough independent agents.  The
majority of policies sold by an agent
h ave face values of $500,000 or
g re a t e r.  On-line, Lincoln re a c h e s
customers who wish to purc h a s e
policies with face values of $500,000
and under.

I n c reased Competition 

Banks and securities bro ke ra g e s
h ave begun to sell insurance in their
aim to be the one-stop shop for
consumers’ financial services needs.
Whether through alliances with
i n s u rers or in direct competition
with them, these new entrants will
affect how insurers go to market.  
At the moment, both banks and
securities bro ke rages are embra c i n g
the Internet more rapidly than
i n s u rers. 

G rowing Consumer
D e m a n d

S u r veys indicate that people wo u l d
l i ke to be able to get quotes, pay
p remiums, and update their policies
on-line — functions that are not ye t
p rovided on most insurance carriers’
sites today.

I n s u rance exe c u t i ves believe that,
within five years, their customers
will prefer to purchase and re c e i ve
auto and term life policies on-line —
to purchasing from an agent.  They
will use the Web to get pro d u c t
information and quotes, pay
p remiums, compare prices, access
their claims status, access and update
their policy information, and get
advice from financial-service ex p e r t s .

THE FUTURE
Most industry watchers predict that
the market for the digital delivery of
p roducts and services will evo l ve
q u i c k l y.  The rate varies considera b l y
by industry, howeve r.

Selling travel on-line appears to
h ave the fewest constraints, perhaps
because computer re s e r va t i o n s
systems have been in place for ye a r s .
Analysts predict rapid growth in trave l
services, from less than $1 billion
[thousand million] in 1997 to close
to $8 billion [thousand million]
within three to five years. 
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S i m i l a r l y, the financial services
a rea is poised for quick grow t h .
Nearly five million people active l y
t rade stocks on-line and pay $8 - $30
per trade (traditional bro ke ra g e s
c h a rge an ave rage of $80 per tra d e ) .

I n vestment bank Piper Jaffrey
estimates that $614 million in
b ro ker commissions we re genera t e d
on-line in 1997.  This re p re s e n t s
m o re than 4 percent of total re t a i l
b ro ke rage commissions and 29
p e rcent of the $2.1 billion [thousand
million] in commissions attributable
to the discount bro ke rage sector.
Analysts predict that 10-16 million
households will bank on-line by 2000,
m o re than double the number in
1997.  Internet-generated pre m i u m s
for insurance are expected to grow
f rom $39 million in 1997 to $1.1
billion [thousand million] by 2001 .

Other digital products and services
h ave significant growth potential,
but their long-term success is tied to
solutions for protecting copy r i g h t s
and to improvements in the Internet
i n f ra s t r u c t u re.  Intellectual pro p e r t y

holders — softwa re deve l o p e r s ,
re c o rding artists and re c o rd
companies, movie studios, authors
and publishers — worry that digital
copies sold or transmitted over the
Internet may be prone to copy r i g h t
infringement and pira cy.  The
Internet is a natural, low - c o s t
distribution channel for these digital
p roducts, but the uncertainty of
whether their products can be
p rotected impedes growth.  Companies
a re working with technological
solutions, such as “watermarks” and
“digital object identifiers,” so that
t h ey can keep track of their pro d u c t s
o n - l i n e.

In December 1996, gove r n m e n t s
negotiated treaties at the Wo r l d
Intellectual Property Org a n i z a t i o n
(WIPO) to address the question of
h ow copyright should be re c o g n i z e d
and protected in global Internet
c o m m e rc e.  The U.S. government is
working to have these tre a t i e s
ratified in the United States and
a round the world. 

For the multimedia industry, 
the question of bandwidth is crucial.
Until Web users can download a
video in a matter of seconds, We b
sites will not create many video
p roducts to sell on-line and We b
users will prefer to read text, wa t c h
t e l evision, or use their VCR.

I n c reased bandwidth will also
benefit education and health care
services.  Educational services will be
able to use more video pro g ra m m i n g
to supplement other on-line re s o u rc e s .
The Web can also be a very useful
tool in medical education and for
the delivery of health care diagnostic
services.  To d ay’s Web users can
access some information from their
health plans and physicians about
medical conditions, symptoms, and
suggested treatments.  Incre a s i n g l y,
t h ey will be able to schedule

appointments, pay bills, and 
check the status of their [insura n c e ]
claims on-line.  As new equipment 
is developed for remote diagnosis,
doctors will be able to diagnose some
medical conditions and re c o m m e n d
t reatments to patients via the
Internet (state laws and re g u l a t i o n s
re g a rding telemedicine and licensure
m ay limit how widely re m o t e
diagnosis is used).  Howeve r, because
some medical diagnostics re q u i re
very-high-quality images (poor
resolution could give the impre s s i o n
of a tumor or a fra c t u re where none
exists, for instance), improve m e n t s
in bandwidth, image quality, and
reliability will need to occur before
telemedicine and remote medical
diagnostics emerge as viable
industries on the Internet.
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PRINCIPLES 

1 .
The private sector
should lead.
The Internet should develop as
a marke t - d r i ven arena, not a
regulated industry.  Even where
c o l l e c t i ve action is necessary,
g overnments should encoura g e
industry self-regulation and
p r i vate-sector leadership where
p o s s i b l e.

3 .
W h e re gove r n m e n t a l
i nvo l vement is
n e e d e d , its aim should
be to support and
e n fo rce a pre d i c t a bl e,
m i n i m a l i s t ,c o n s i s t e n t ,
and simple legal
e nv i ronment fo r
c o m m e rc e.
W h e re government intervention 
is necessary, its role should be to
e n s u re competition, pro t e c t
intellectual property and priva cy,
p revent fraud, foster tra n s p a re n cy,
and facilitate dispute resolution, 
not to re g u l a t e. 

4 .
G overnments should
re c og n i ze the unique
qualities of the Internet.
The genius and ex p l o s i ve success of the
Internet can be attributed in part to its
d e c e n t ralized nature and to its tradition of
bottom-up gove r n a n c e.  Ac c o rd i n g l y, the
regulatory fra m eworks established over the
past 60 years for telecommunication, 
radio, and television may not fit the Internet.
Existing laws and regulations that may
hinder electronic commerce should 
be rev i ewed and revised or eliminated to
reflect the needs of the new electronic age.

2 .
G overnments should 
avoid undue re s t r i c t i o n s
on electronic commerc e.
In general, parties should be able to enter
into legitimate agreements to buy and sell
p roducts and services across the Internet
with minimal government invo l vement or
i n t e r vention.  Governments should re f ra i n
f rom imposing new and unnecessary
regulations, bure a u c ratic pro c e d u res, or
n ew taxes and tariffs on commerc i a l
activities that take place via the Internet.  

5 .
E l e c t ronic commerce 
on the Internet should be
facilitated on a global basis.
The Internet is a global marke t p l a c e.  The
legal fra m ework supporting commerc i a l
t ransactions should be consistent and
p redictable re g a rdless of the jurisdiction in
which a particular buyer and seller re s i d e.

E l e c t ronic Commerce Initiative 
The following excerpts are from the Exe c u t i ve Summary 
to “A Fra m ework for Global Electronic Commerc e.”  The
complete document can be found on the World Wide Web at:
w w w. w h i t e h o u s e. g ov / W H / N ew / C o m m e rc e / s u m m a r y - p l a i n . h t m l

Appendix
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1 .
Tariffs and Ta x a t i o n .
The Internet should be declared a
t a r i f f - f ree environment wheneve r
it is used to deliver products and
services.  The Internet is a truly
global medium, and all nations
will benefit from barrier-free tra d e
a c ross it.

No new taxes should be
imposed on Internet commerc e.
Existing taxes that are applied to
e l e c t ronic commerce should be
consistent across national and
subnational jurisdictions and
should be simple to understand
and administer.  State and local
g overnments should cooperate 
to develop a uniform, simple
a p p roach to the taxation of
e l e c t ronic commerc e, based on
existing principles of taxation. 

2 .
E l e c t ronic 
Payment 
S y s t e m s .
The commercial 
and technological
e n v i ronment for
e l e c t ronic payments 
is changing ra p i d l y,
making it difficult to
d evelop policy that 
is both timely and
a p p ro p r i a t e.  For these
reasons, inflexible and
highly pre s c r i p t i ve
regulations and rules 
a re inappropriate and
potentially harmful.  
In the near-term, case-
by-case monitoring 
of electronic pay m e n t
experiments is pre f e ra b l e
to regulation. 

3 .
U n i form Commerc i a l
Code for Electro n i c
C o m m e rc e.
In general, parties should be able to do
business with each other on the Internet
under the terms and conditions they agre e
upon.  Private enterprise and free marke t s
h ave typically flourished, howeve r, where
t h e re are predictable and widely accepted
legal principles supporting commerc i a l
t ransactions. 

The U.S. supports the development of 
an international uniform commercial code
to facilitate electronic commerc e. Such a
code should encourage gove r n m e n t a l
recognition of electronic contra c t s ;
e n c o u rage consistent international rules 
for acceptance of electronic signatures and
other authentication pro c e d u res; pro m o t e
the development of alternative dispute
resolution mechanisms for international
c o m m e rcial transactions; set pre d i c t a b l e
g round rules for ex p o s u re to liability; and
s t reamline the use of electronic registries. 

R E C O M M E N DATIONS 
The principles described 
a b ove guide the following 
recommendations: 
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4 .
Intellectual Pro p e rty Pro t e c t i o n .
C o m m e rce on the Internet will often invo l ve the sale and
licensing of intellectual pro p e r t y.  To promote electro n i c
c o m m e rc e, sellers must know that their intellectual pro p e r t y
will not be stolen and buyers must know that they are obtaining
authentic products.  Clear and effective copyright, patent, and
t rademark protection is there f o re necessary to protect against
p i ra cy and fraud. 

The recently negotiated World Intellectual Pro p e r t y
O rganization (WIPO) treaties for copyright protection should be
ratified.  Issues of liability for infringement, application of the
“fair use” doctrine, and limitation of devices to defeat copy r i g h t
p rotection mechanisms should be re s o l ved in a balanced way,
consistent with international obligations....

5 .
P r i v a c y.
It is essential to assure personal
p r i va cy in the netwo r ke d
e n v i ronment if people are to 
feel comfortable doing business
a c ross this new medium. 

Data gatherers should tell
consumers what information
t h ey are collecting and how they
intend to use it.  Consumers
should have meaningful choice
with respect to the use and re u s e
of their personal information.
Pa rents should be able to choose
whether or not personal
information is collected fro m
their children.  In addition,
re d ress should be available to
consumers who are harmed by
i m p roper use or disclosure of
personal information or if
decisions are based on inaccura t e,
outdated, incomplete, or
i r re l evant personal information. 

The administration supports
p r i vate-sector efforts now under
way to implement meaningful,
u s e r - f r i e n d l y, self-re g u l a t o r y
p r i va cy regimes. These include
mechanisms for facilitating
awa reness and the exe rcise of
choice on-line, priva t e - s e c t o r
adoption of and adherence to
fair information practices, and
dispute resolution.  The
g overnment will work with
industry and priva cy advo c a t e s
to develop appropriate solutions
to priva cy concerns that may not
be fully addressed by industry
t h rough self-regulation and
t e c h n o l o g y. 

6 .
S e c u r i t y.
The GII [Global Information
I n f ra s t r u c t u re] must be secure 
and re l i a b l e. If Internet users 
do not believe that their
communications and data 
a re safe from interception and
modification, they are unlikely 
to use the Internet on a ro u t i n e
basis for commerc e.  The
a d m i n i s t ration, in partnership
with industry, is taking steps to
p romote the development of 
a marke t - d r i ven public key
i n f ra s t r u c t u re that will enable
trust in encryption and prov i d e
the safeguards that users and
society will need. 
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7 .
Te l e c o m mu n i c a t i o n s
I n f r a s t r u c t u re and
I n fo r m a t i o n
Te c h n o l ogy.
Global electronic commerc e
depends upon a modern, seamless,
global telecommunications
n e t work and upon the
“information appliances” that
connect to it.  In too many
countries, telecommunications
policies are hindering the
d evelopment of advanced digital
n e t works.  The United States 
will work internationally to
re m ove barriers to competition,
customer choice, lower prices, 
and improved services.

8 .
C o n t e n t .
The administration encoura g e s
industry self-regulation, the
adoption of competitive content
rating systems, and the
d evelopment of effective, 
user-friendly technology tools
( e.g., filtering and blocking
technologies) to empower pare n t s ,
teachers, and others to block
content that is inappropriate 
for children. 

The government will seek
a g reements with our tra d i n g
partners to eliminate ove r l y
b u rdensome content re g u l a t i o n s
that create nontariff trade barriers. 

9 .
Technical Standard s .
The marke t p l a c e, not
g overnments, should determine
technical standards and other
mechanisms for intero p e ra b i l i t y
on the Internet.  Technology is
m oving rapidly and gove r n m e n t s ’
attempts to establish technical
s t a n d a rds to govern the Internet
would only risk inhibiting
technological innova t i o n .
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